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SAMEEP BHAWAN
S M & Baneshwor - 10, Kathmandu
a. G.P.0.Box : 13867

Phone No.  :4460357
Chartered Accountants VATNo. | skarkinco@wlink.com.np

' Independent Auditor's Report
To the Shareholder's of Prabhu Bank Limited
Introduction

We have audited the accompanying financial statements of Prabhu Bank Limited, which comprise the balance

sheet as at 31 Ashad 2072 (Corresponding to 16 July, 2015), profit and loss account, statement of changes in

equity, cash flow statement for the year then ended, and a summary of significant accounting policies and other
explanatory notes.
Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance

with Nepal Accounting Standards. This responsibilty includes designing, implementing and maintaining internal

control relevant to the preparation and fair presentation of financial statements that are free from material
misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with Nepal Standards on Auditing. Those Standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining on test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the appropriateness of accounting policies used and significant
estimates made by management, as well as evaluating the overall presentation of the finacial statements.

We believe that our audit evidence we have obtained is sufficient and appropriate to provide a basis for our

opinion.

As per the requirement of the Company Act, 2063 and Bank and Financial Institutions Act, 2063 we report that:

a) we have obtained information and explanations, which, to the best of our knowledge and belief, were
necessary for the purpose of our audit;

b) in our opinion, the returns received from branches (though independent audit of the all the branches has not
been conducted) of the Bank were adequate for the purpose of the audit;

c) in our opinion, the balance sheet, profit and loss account, statement of changes in equity, cash flow
statement, and notes to the accounts dealt with by this report have been prepared in the format prescribed by
law, Nepal Rastra Bank and are in agreement with the books of account maintained by the Bank;

d) in our opinion, so far as appeared from our examination of the books, the Bank has maintained adequate
capital funds and adequate provisions for possible impairment of assets in accordance with the directives of
Nepal Rastra Bank;

e) in our opinion, so far as appeared from our examination of the books, the business of the Bank has been
conducted satisfactorily;

f) to the best of our information and according to explanations given to us and from our examination of the
books of account of the Bank necessary for the purpose of our audit, we have not come across cases where
Board of Directors or any employees of the Bank have acted contrary to the provisions of law, or committed
any misappropriation or caused loss or damage to the Bank and violated any directives of Nepal Rastra
Bank, or acted in a manner to jeopardize the interest and security of the Bank, its depositors and investors.

Opinion
In our opinion, the financial statements presents fairly, in all material respects, the financial position of
Prabhu Bank Limited as of 31 Ashad, 2072 (Corresponding to 16 July 2015), the results of operations,
statement of changes in equity, cash flows, and notes to the accounts for the year then ended in accordance
with Nepal accounting standards to the extent that can be applied within the scope of prevailing statutes,
generally accepted accounting principles and comply with the provisions of the Company Act, 2063, Nepal
Rastra Bank Directives and Bank and Financial Institutions Act,2063.

W

CA Shy: ki Date: 22 December, 2015
For and on Behalf of Place: Kathmandu
Shyam Karki & Co.

Chartered Accountants
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Schedule 32: SIGNIFICANT ACCOUNTING POLICIES

1. General Information

Prabhu Bank Ltd. (“the Bank™) formally known as KIST Bank Ltd. is a limited liability company incorporated and
operating in Nepal. The address of its registered office is G.P.O. Box 8975, Babarmahal, Kathmandu, Nepal. The
Bank carries out commercial banking business in Nepal as class “A” financial institution under the Bank and Financial
Institution Act, 2063.The Bank is listed in Nepal Stock Exchange Limited.

The accompanied financial statements have been approved for publication by the Board of Directors of the Bank in its
meeting held on 22 December, 2015.

2. Merger with Prabhu Bikas Bank Ltd., Gaurishankar Development Bank Ltd. and Zenith Finance

The name of the Bank was changed to Prabhu Bank Ltd. subsequent to the merger of the Bank with three financial
institutions namely Prabhu Bikas Bank Ltd. (PBBL), Gaurishankar Development Bank Ltd. (GDBL) and Zenith Finance
Ltd. (ZFL) on 30™ Bhadra, 2071. As per the due diligence report from the auditors appointed for this purpose, the swap
ratio of shares was determined as 97.31 (Kist), 107.31 (PBBL & GDBL) and 92.31 ZFL.

The accounts of the merged entities has been formally integrated effective dated 30" Bhadra, 2071. The volume of the
business, capital ratio as well as business network has improved significantly after merger.

3. Acquisition of Nepal Development Bank Ltd. (in Liquidation)
Bank acquired Nepal Development Bank Ltd. (in Liquidation) with effect from 1% Chaitra, 2071, shares of NDB valued
at Rs. 30 per share; and swap ratio of 6:1.

4. Statement of Compliance

The financial statements have been prepared in accordance with Nepal Accounting Standards (“NAS”) except otherwise
stated, Generally Accepted Accounting Principles (“GAAP”), Bank & Financial Institutions Act 2063, Directives issued
by Nepal Rastra Bank (Central Bank) and Company Act 2063.

5. Basis of Preparation

The financial statements are presented in Nepalese Rupees and are prepared on historical cost basis. Preparation of
financial statements in consistency with NAS and GAAP requires the use of certain critical accounting estimates and
also requires management to exercise judgment in process of applying the Bank’s accounting policies.

6. Interest Income

Interest income on loans and advances are recognized on cash basis as prescribed by NRB Directives except interest
accrued as of 31 Ashad 2072.This practice is not in accordance with NAS 7 (Revenue) which prescribes that the revenue
should be recognized on accrual basis.

Interest income on investments and advances to staff (Including loan to staff member under Employee Service Bylaws)
is recognized on accrual basis.

7. Commission Income

Commission, fees and service charge income is recognized on accrual basis. However, it is the policy of the Bank to
spread commission income over the tenure of contract, in case of Bank Guarantee having longer than one year tenure
with commission amount in excess of Rs 50,000.

8. Dividend Income

Dividend on equity shares (net of withholding tax) are recognized on cash basis. When bonus shares are received, only
numbers of shares are increased without changing the book carrying amount of shares.
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7. Foreign Exchange Transactions

Foreign currency assets and liabilities are translated into NPR at the mid-rate between the prevailing buying and selling
rates of the Bank on the Balance Sheet date.

Gain/ (loss) realized from the difference between buying and selling rates of Foreign Exchange is accounted for on a
daily basis and shown as Trading Gain/ (Loss).

Gain/(loss) arising due to fluctuation in exchange rates of different foreign currencies is accounted for on a daily basis
and shown as Revaluation Gain/ (Loss). 25% of such revaluation gain is transferred to Exchange Fluctuation Reserve
through Profit and Loss Appropriation Account as per NRB directives.

8. Interest Expense

Interest on deposit liabilities and borrowings are accounted for on accrual basis.

9. Loan Loss Provision

All credit exposures are classified as per NRB directives, into performing and non performing assets (NPAs”).Performing
assets are further classified into Pass and Watch-list categories. NPAs are further classified into sub—standard, doubtful
and loss assets at rates prescribed by NRB. Provision is made for possible losses to cover the risks inherent in Bank’s loan
portfolio. Possible losses on loans and advances are provided at the rates ranging from 1% to 100% of the outstanding on
the balance sheet date. Additional 20% provision has been made on account of personal guarantee loans and third party
collateral loans as required by Nepal Rastra Bank’s Directives.

10. Loan & Advances write off

Loans and advances classified under “Loss” category and deemed irrecoverable are written off in the books as per Loan
Write off By-laws of the Bank duly approved by Nepal Rastra Bank, without prejudice to Bank’s right to recovery. Pro-
visions held for the loss accounts are written back immediately after the loans are written-off.

11. Loans and Advances including Bills Purchased

Loans and advances and bills purchased include overdrafts, term loans, working capital loans, consumer loans, SMEs
loans and loans given to Deprived Sectors and other loans extended to customers as per the Bank’s policy. These assets
are graded as pass, watch-list, substandard, doubtful and loss assets as per NRB directives. Loans and advances are
presented net of loan loss provisions.

12. Non Banking Assets

Non-Banking Assets are the assets obtained as security for loans & advances subsequently taken over by the Bank in
the course of loan recovery. Such assets are valued at fair market value (Panchakrit Mulya) or total amount due from the
borrower (including interest outstanding), whichever is lower as per NRB directives. While booking the NBA, interest
outstanding shall be paid first, and the remaining amount shall be utilized to repay the principal outstanding.

Provision for possible losses on non banking assets is made as per the directives of Nepal Rastra Bank.

13. Investments

Investments are classified into three categories “Held to Maturity”, “Held for Trading” and “Awvailable for Sale” accord-
ing to NRB guidelines.
A. Held to Maturity:

Securities acquired by the Bank with the intention to hold till maturity is classified under “Held to Maturity”. In-
vestments in Treasury Bills and Government Development Bonds and Investments in Inter Bank lending are stated
under this category.

Investments under “Held to Maturity” categories are shown at acquisition cost. Wherever the purchase value is
higher/lower than the face value, the premium/discount is subsequently amortized over the period to maturity.
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B. Held for Trading:

The securities acquired by the Bank with an intention to trade by taking advantage of short-term price/ interest
rate movements are classified under “Held for Trading”. These investments are marked to market and differences
reflected in the profit and loss account. However, the Bank does not have exposure under this category.

C. Available for Sale:

All other investments neither “Held to Maturity” nor “Held for Trading” are classified under “Available for Sale”.
These investments are accounted on marked to market on regular basis and the differences adjusted through
reserves. Investments in shares are shown at cost or market value, whichever is lower with additional provisions for
possible diminution in value as estimated by the management on prudential basis.

Investments in shares have been classified as Available for Sale due to their undefined maturity. The investments
classified under this category not listed in the stock exchange, are carried at cost at the Balance Sheet Accordingly
2% of the portfolio has been created towards value of the Investment Adjustment Reserve from profit and loss
appropriation account and has been included as part of supplementary capital.

All investments are subject to regular review according to the directives of Nepal Rastra Bank.

14. Fixed Assets and Depreciation

a. Fixed assets are stated at cost less accumulated depreciation

b. Assets with a value of less than NPR 5,000 are charged off to revenue in the year of purchase irrespective of their
useful life.

c. Depreciation is charged to Profit & Loss Account on a Written-down-Value method over the estimated useful
life of the relevant assets. For calculation of depreciation, assets put to use for more than six months in a F/Y are
considered full value, three to six months at two third of the cost and less than three months at one third of the cost.
The rates of depreciation are determined based on the estimated useful life are as follows:

Nature of Assets Depreciation Rate (%)
Buildings 5
Vehicles 20
Office Equipment 25
Computers and Accessories 25
Furniture and Fixtures 25
Machinery Items (ATM, Generator ) 15

d. Leased assets and leasehold improvement is amortized on a straight-line basis using the rates determined with
reference to the lease period or 10% whichever is higher.

e. Software applications purchased by the Bank and system development expenses are capitalized at acquisition cost
and amortized over a period of five years from the date of acquisition.

f.  Fixed Assets transferred from merged institutions have been regrouped as per Bank’s Policy.

15. Staff Loans

Loans and advances granted to staff, as per Bank’s Employee Service Bylaws are presented under Other Assets as per
NRB Directives.

16. Retirement Benefits

The Bank has schemes of retirement benefits, viz Provident Fund and Gratuity. Periodic contributions made to Provident

Fund are statutorily required as part of retirement benefits to its employees. The obligation of Bank is limited to such

fixed contribution. The contributions are charged to Profit & Loss account on a monthly basis. Gratuity liability is a
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18.

19.

20.

21.

defined benefit obligation and is determined on accrual basis made at the end of the fiscal year. Provision for Gratuity
is provided for the employees who have rendered minimum period of five years of continuous service. No provision is
made for gratuity liability of employees who have not completed minimum period of service of 5 years since the same
cannot be quantified in the absence of actuarial valuation.

Staff Accumulated Leave

The Bank is recognizing the accrued leave encashment as per the provisions of NAS-14, “Employee Benefits”. Provision
for unused accumulated leave is made on accrual basis determined by the management of the Bank, on the basis of leave
balance as on Chaitra end, as per Bank’s policy.

Staff Bonus

Provision for staff bonus is provided at 10% of net profit before tax (after charging the bonus) as per the Bonus
Act, 2030.

Stationery Stock

Stationery purchased are stated at cost and charged to revenue at the time of consumption.

Income Taxes

Income tax expense is the aggregate amount of current tax, deferred tax and previous year tax borne by the Bank.
Provision for taxation has been made with reference to profit for the financial year as per the provisions of Income Tax
Act 2058 and amendments therein. Deferred tax adjustments comprise of changes in the deferred tax assets or liabilities
during the financial year. Deferred Tax is recognized on a prudent basis for the future tax consequences of timing
differences between taxable income and accounting income. Deferred tax assets and liabilities are measured using tax
rates and tax laws prevailing at the balance sheet date. The impact of changes in deferred tax assets and liabilities is
recognized in the profit and loss account.

Consolidation of accounts of merged entities

The financial statements of PBBL, GDBL and ZFL have been prepared and audited separately upto the date of merger
i.e. 29" Bhadra, 2071. Assets and Liabilities, as appearing in their audited financial statements have been consolidated
in the books of Prabhu Bank Ltd. as on the date of merger. Profit and Loss Account of the entitiy has been prepared
separately as of the date and the balance, has been transferred to retained earnings.

Fixed Assets of merged institutions are also accounted for at book value; i.e. net of depreciation. The shareholders
of then PBBL, GDBL and ZFL have been issued fully paid up shares of Prabhu Bank Ltd. calculated as per the
share SWAP ratio.
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Schedule 33: NOTES TO ACCOUNTS

The following additional disclosures have been made taking into account the requirements of relevant accounting standards

and the guidelines of Nepal Rastra Bank (NRB):

1. General Reserve

20% of net profit i.e. NPR 203,649,075 has been transferred to General Reserve as required by NRB Directives. Follow-
ing table shows the movement of General Reserve during the F/Y 2071-72:

Particulars Amount (NPR) Remarks

Transferred from Last F/Y 98,468,449
Add: Transfer from merged entities

Prabhu Bikas Bank Ltd. 93,850,943

Gaurishankar Development Bank Ltd. 34,465,281

Zenith Finance Ltd. 29,056,164
Add: Transfer from current year profit 203,649,075
Closing Balance in General Reserve 459,489,912

Exchange Fluctuation Reserve

25% of revaluation gain i.e. NPR 589,804 is transferred to Exchange Fluctuation Reserve in the current year.

Deferred Tax Reserve

Deferred Tax Reserve of NPR 35,218,459 appearing on the schedule-4.2, Reserves and Surplus has been calculated as
below:

Particulars Amount (NPR) Remarks
Balance from F/Y

Transferred from Last F/Y 28,475,002 2068-69
Add: Transfer from merged entities

Prabhu Bikas Bank Ltd. 4,962,870

Gaurishankar Development Bank Ltd. 1,678,167

Zenith Finance Ltd. 102,420
Closing Balance in Deferred Tax Reserve 35,218,459

During the F/Y 2069-70 and 2070-71, no amount was transferred to Deferred Tax Reserve as there was no profit available
for transfer, but the amount of Deferred Tax was credited to Profit & Loss Account itself.

During the F/Y 2071-72, deferred tax assets decreased by NPR 317,894,410 which has been debited to Profit & Loss
Account, and no treatment given to Deferred Tax Reserve.

Investment Adjustment Reserve

Bank has set aside 2% Investment adjustment reserve of the investment portfolio under Available for Sale, and 100% has
been set aside for investments which are not listed within two years of date of investment. NPR 113,244,574 transferred
to Investment Adjustment Reserve.



Amount in NPR
Details Investment Cost Requirﬁtlsg:’fgstment

1. Listed Investments- 2% 85,850,734 1,717,015
2. Unlisted Investments -2% 86,000,000 1,720,000
3. Unlisted Investments-100% 112,359,600 112,359,600
3. Exempted Investments 9,657,620 -

Total 293,867,954 115,796,615
Total Required Reserve
Reserve Maintained up to Last Year 2,552,041
Increase (Decrease) Investment Adjustment Re- 113,244,574

serve

Exempted investments include investments in Karja Suchana Kendra Ltd and Nepal Clearing House Ltd. According to

NRB Directives 8, investment adjustment reserve is not required to be maintained for these entities.

*** Reserve Balance as on 31st Ashadh, 2071 NPR 515,397
Transfer from merged entities:
PBBL 6,167,098
GDBL
ZFL 1,000,000
Less: Marked to Market adjustment 5.130.454
Adjusted Reserve before appropriation 2,552,041

Deferred Tax Asset/ (Liability)
Carrying amount of Assets and Liabilities, the temporary differences arise as on 31 Ashad 2072 as follows:
Amount in NPR
Particulars Book Carrying Tax Base Diff Tax Def. Tax
Amount Amount Asset/(Liability) | Rate | Asset/(Liability)
Temporary Difference for:
Provisional Gratuity/Leave- Retirement )
Benefits 121,004,133 121,004,133 | 0.30 36,301,240
Provision for investment impairment 1,996,256 - 1,996,256 | 0.30 598,877
L 486,256,553 - 486,256,553 | 0.30 145,876,966
Provision for Other Assets 28,737,585 . 28,737,585 | 0.30 8,621,276
Unclaimed Accumulated Loss | (98,103,554) 98,103,554 | 0.30 29,431,066
Provision for Non Banking Assets 106,716,705 . 106,716,705 | 0.30 32,015,012
Provision for Possible Loan Loss 1,957,358.297 | 1,513,824.449 443,533,848 | 0.30 133,060,154

et aftie ufcidcor RS
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2,702,069,530 | 1,415,720,895 | 1,286,348,635 385,904,591
Fixed Assets 1,150,610,244 |  1,159,301,867 8,691,623 | 0.30 2,607,487
Deferred Revenue Expenditure - - -1 030 -
Charge off premuim of Bond Invement 332,311,634 334,536,760 2,225,126 | 0.30 667,538
Total Deferred Tax Assets 1,482,921,878 |  1,493,838,627 10,916,749 3,275,025
Net Deferred Tax Assets / (Liabilities) 4,184,991,408 |  2,909,559,522 |  1,297,265,384 389,179,615
Deferred tax from income and expense
from last year *** 707,074,025
Deferred Tax income/(Expenses) to be (317,894,410)

9 9

booked

*** Previous years’ deferred tax assets and accumulated profit/loss is adjusted by NPR 14,846,456 for correction of

opening figure of deferred tax assets.

The impact of changes in the deferred tax asset is recognized in the Profit and Loss Account. Deferred tax asset on bal-

ance sheet date is Rs. 389,179,615. However; the last year’s corresponding figure for the same was Rs. 707,074,025 as
deferred tax asset. As a result net decrease of Rs. 317,894,410 has been debited to Profit and Loss Account as deferred

tax expenses.

7. Tax Liability Reconciliation

The relationship between tax expense and accounting profit is explained with reconciling figures as follows:

Profit after Staff Bonus before Tax 1,546,438,810
Less: Staff Bonus (140,585,346)
Less: Loss C/F From three Institutions (114,454,147)
Accounting Profit 1,291,399,317
Corporate tax rate @30%

Corporate tax 387,419,795
Tax effect on permanent difference

Add:

Other Assets/Liability write off 677,406
Donation 738,926
Less:

Dividend income 1,462,117
Restatement of Deferred Tax Reserve Trf. From merged*** (234,080)
Total Accounting Tax Expenses 387,608,090
Total Accounting Tax Expenses in profit and loss account

Current Tax Expenses 69,713,680
Deffered Tax Expenses 317,894,410
Prior period tax -
Total Tax Expenses 387,608,090

*** Adjustment due to change in deferred tax assets/ liability recognition principles.

8. Income Tax Issues

The bank has filed tax returns with the Inland Revenue Office for the financial years up to 2070/71(2013/14) under
self-assessment procedures. Inland Revenue office has completed assessment/reassessment of Bank’s tax liability up to

Financial Year 2067/68 (2010/11).
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11.

The total disputed amount for FY 2063/64, 2064/65, 2065/66, 2066/67 and 2067/68 of Rs 65,576,330 have been dis-
closed as contingent liability on income tax under schedule 4.17.

One seventh of total Loss carried forward from merged entities of F/Y 2071-72 up-to Bhadra 29, 2071 NPR 114,454,147
has been adjusted with the taxable income of the Bank during F/Y 2071/72 for calculation of Income Tax Provision Ac-
count. Remaining loss amount shall be adjusted as per the provisions of Income Tax Act, 2058.

Recognition of Interest Income on deferred cash basis
The Bank has recognized interest income of NPR 30,373,016 received upto 15" Shrawan, 2072 on deferred cash basis.

Reclassification of Fixed Assets

Fixed Assets transferred from merged entities are re-classified to different asset headings as per the nature and the
accounting policy of the Bank.

Related Parties Disclosures

Following are the related party and their transactions as defined in Nepal Accounting standard (NAS 16).

Key Management Personnel

Key Management Personnel include members of the Board, Chief Executive Officer and other executives of the Bank.
Following is a list of Board of Directors and CEO as at 31 Ashad 2072.

Mr. Devi Prakash Bhattachan - Chairman

Mr. Pushpa Bahadur Pradhan - Director

Ms. Ambika Sharma Lamichhane - Director

Mr. Dakshya Poudel - Director

Ms. Kusum Lama - Director

Mr. Rishiram Gautam - Professional Director

Mr. Ashok Sherchan - Chief Executive Officer

Compensation to Board of Directors
Nature of Transactions Amount (NPR)
Meeting Fees Paid * 17,87,250

* Meeting fee include fee paid to board meeting as well board sub-committee.

Compensation to Key Management Level employees of the Bank

Amount (NPR)
Management Level employees Number Short-Term Benefits This Year
Chief Executive Officer 1 8,769,582
Other Executive Officer # 6 19,152,332
Total 7 27,921,914

#Assistant General Manager and above
Above head count does not include resigned management personnel and short term benefits as on balance sheet date.
NPR 12,366,207 paid to Ex. CEO Mr. Kumar Lamsal.

There are no transactions with Directors, Promoters and other key management personnel that have a conflict of interests
with the Bank.
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11. Paid up Share Capital Enhancement

Paid up share capital of the Bank has moved over the years as follows:

Financial Raised Cumulative Remarks
Year Capital Capital
2058/59 30 million 30 million Initial Paid up Capital
2060/61 20 million 50 million Capital raised by Initial Public Offer (IPO)
2062/63 50 million 100 million Capital raised by Issuance of 1:1Right (1** Right Share)
2063/64 100 million 200 million Capital raised by Issuance of 1:1Right (2™ Right Share)
2064/65 600 million 800 million Capital raised by Issuance of 1:3Right (3™ Right Share)
2065/66 1200 million 2000 million Capital raised by Issuance of 1:1.5 Right (4" Right Share)
2071/72  1208.89 million 3208.89 million Merger with PBBL, GDBL and ZFL (Details following)
S.N. Particulars Amount (NPR) Remarks
Prabhu Bikas Bank Ltd. 765,964,000 | Additional shares issued to the shareholders
2 Gaurishankar Development Bank Ltd. 211,921,300 | to adjust the difference arising from Swap
Zenith Finance Ltd. 230,999,924 | Ratio

12. Unpaid Dividend
The Bank’s dividend payable as at balance sheet date stands NPR 10,970,703, the details of which as follows:

Particulars KIST PBBL GDBL ZFL Total
F/Y 2061/62 15,500 15,500
F/Y 2062/63 8,500 8,500
F/Y 2063/64 43,035 43,035
F/Y 2064/65 472,768 560,350 1,033,118
F/Y 2065/66 1,739,231 556,300 272,684 2,568,215
F/Y 2066/67 2,639,974 230,113 2,870,087
F/Y 2067/68 1,487,031 850,484 2,337,515
F/Y 2068/69 2,094,734 2,094,734
Total 4,919,007 1,116,650 1,989,828 2,945,218 10,970,703

The Bank has published notice to the shareholders for unclaimed dividends more than five years period according to
NRB Directives 16.

14. Reconciliation Status: NPR in ‘000’
Particulars Total Amount <3 Months >3<9 Months >9 Months
Branch adjustment Account 492
Agency Accounts 33,411 29,869 3,187 354
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15. Summary of disbursement, recovery of Loans and principal and interest written off

NPR in ‘000’
Particulars Current Year Previous Year
Balance as on 32 Ashad 2071 (16 July 2014) 13,732,575 16,826,619
Loan Disbursed during the year 34,236,125 27,539,185
Recovered during the year 17,838,505 30,633,229
Loans written off during the year 426,739 -
Balance as on 31 Ashad 2072 (16 July 2015) 29,703,456 13,732,575
Interest Write off during the year -
16. Summary of Changes in Deposit Liabilities
NPR in 000’
Particulars Current Year | Previous Year | Increase/Decrease % of Growth
Non Interest Bearing Deposits 1,067,083 613,444 453,639 73.95
Savings Natured Account 24,642,843 13,617,721 11,025,122 80.96
Call Deposits 8,733,414 2,011,139 6,722,275 334.25
Fixed Deposits 7,700,635 3,592,863 4,107,772 114.33
Total 42,143,974 19,835,166 22,308,808 112.47
17. Summary of concentration of exposure:
NPR in 000’
. Deposits and . N
Particulars Loans and Advances ) Contingent Liability
Borrowings
Total Amount as on 16 July 2015 29,703,456 42,168,805 4,386,196
Highest Exposure to a Single Unit 657,394 915,995 211,757
Concentration of exposure to a single unit 2.21% 2.17% 4.83%

18. Weighted Average Interest Spread:

The weighted average interest spread rate is calculated considering interest income on loan on cash basis and investment

in all securities.

. Rate (%)
Particulars
FY 2071/72 FY 2070/71
Average Rate of return from Advances and Investments 9.10 10.10
Average cost of Deposits/Borrowings 4.26 5.64
Net Interest Spread 4.84 4.46
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19. Classification of Assets and Liabilities based on Maturity

NPR in Mn
S.N. Particulars 1-90 91-180 | 181-270 | 271-365 | Over1l Total
Days Days Days Days Year Amount
Assets
1 Cash Balance 1704.94 - — — - 1704.94
2 Balance with Banks & FIs 1902.47 - — —| 5707.42 7609.89
3 Investment in Foreign Banks - - 50.78 101.55 - 152.33
4 Call Money 1102.33 - — - - 1102.33
5 Government Securities 3611.68 112.00 98.78 - 220.00 4042.46
6 | Nepal Rastra Bank Bonds - - - — - —
7 Inter Bank & FI Lending - - - - - -
8 Loans & Advances 4503.00 | 4775.40| 3117.71| 3003.71| 14303.64 | 29703.46
9 Interest Receivable 75.43 0.04 0.38 0.02 437.47 513.35
10 | Reverse Repo - - — — - —
11 | Receivables from other B B _ _ B _
Institutions under Commitment
12 Eﬁggeﬁflgoz%f;?gezg‘” facilities 1155.85| 559.66| 886.04| 402.09| 248.77| 3252.42
13 | Others 1625.32 113.07 4.71 7.89 | 1210.03 2961.02
Total Assets (A) | 15681.02 | 5560.17 | 4158.40 | 3515.26 | 22127.33 | 51042.18
Liabilities
14 | Current Deposits 983.84 33.30 33.30 16.65 - 1067.08
15 | Saving Deposits 7189.79 | 5240.05 - —| 20946.42 | 33376.26
16 | Fixed Deposits 1240.00 | 1663.11| 1224.42| 1823.79| 1749.31 7700.63
17 | Debentures - - - — - —
18 | Borrowings: 24.83 - - - - 24.83
(a) Call/Short Notice - - - — - —
(b) Inter-bank/Financial 24.83 - - - | 2483
(c) Refinance - - — — - —
(d) Others - - — — - —
19 | Other Liabilities and Provisions 424.41 17.06 5.40 6.70 569.83 1023.40
(a) Sundry Creditors 322.93 13.46 2.74 2.74 129.66 471.54
(b) Bills Payable 27.97 - — — - 27.97
(c) Interest Payable 2.69 3.61 2.65 3.95 3.79 16.69
(d) Provisions 70.83 - — — 436.37 507.20
(e) Others - - - — - —
20 | Payable to other institutions under _ _ B B _ B
Commitment
21 | Unutilized Approved Facilities 322.12 64.42 644.23 257.69 - 1288.46
2 kﬁgf)f CredivGuarantee (Netof | ¢33 931 49524| 241.81| 144.40| 248.77| 1963.96
23 | Repo - - - - - -
24 Payment to be made for facilities _ _ _ _ _ _
under S.No 11
25 | Others - - — — - —
Total Liabilities (B) 11018.71 | 7513.18 | 2149.16 | 2249.23 | 23514.33 | 46444.62
Net Financial Assets (A-B) 4662.31 | -1953.01 | 2009.23 | 1266.03 | -1387.00 4597.57
Cumulative Net Financial Assets 4662.31 | 2709.30 | 4718.53 | 5984.57 | 4597.57 -

.



20. Borrowing by Bank against the collateral of own assets: Nil
21. Details of Capital paid in advance Calls in Arrears and Forfeited but not Issued: -Nil
22. Details of Non Banking Assets

Particular Current Year (NPR) Previous Year (NPR)
Opening Balance 45,740,415 83,812,466
Addition during the year 97,433,790 -
Settled during the year 36,457,500 38,072,051
Closing Balance 106,716,705 45,740,415
Total Provision 106,716,705 45,740,415
Balance (Net of Provision) - -

23. Assets transferred from acquisition of Nepal Development Bank Ltd., in Liquidation

Total assets as valued by DDA and accepted by the Bank Rs. 163,990,822 and liabilities of Rs. 67,611,857, capital
reserve of Rs. 378,965 was created, which shall be transferred to reserves after the completion of acquisition process. A
liability fund of Rs. 96 million was created for payment to shareholders of NDB, in cash or with the shares of the Bank,
at the option of the shareholders, after fit and proper test.

Out of Rs. 96 million payable, Rs. 29,880 thousand has already been paid and balance of Rs. 66,120 thousand as on the
Balance Sheet Date.

Investment in Gorkha Hydropower Ltd. and Nepal Co-operative Society Ltd. has transferred to the Bank’s Books at
Gross Value Rs. 85.90 million with 100% provision.

24. Rounding off/Previous Years Figures

Previous year’s figures are regrouped or rearranged wherever necessary in order to facilitate comparison. All figures are
rounded off to the nearest rupee.
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Disclosure as per Basel 11

In order to comply with prudential floor prescribed by NRB, the Bank has computed and reported the capital adequacy posi-
tion as per Basel II norms.

Capital Structure and Capital Adequacy:

®  Tier 1 capital and a breakdown of its components

SN Particular Amount (NPR)
a Paid Up Equity Share Capital 3,208,885,224
b Share Premium 3,408,411
c Statutory General Reserves 459,489,912
d Retained Earnings (141,088,965)
e Unaudited current year cumulative profit -
f Deferred Tax Reserve 35,218,459
Sub-total 3,565,913,041
a Less: Fictitious Assets 311,634
b Less: Investment in excess of limits 5,299,600
c Less: Purchase of Land & Building 150,800,000
Total Tier I Capital 3,409,501,807
®  Tier 2 capital and a breakdown of its components
SN Particular Amount (NPR)
a General loan loss provision 296,704,187
b Investment Adjustment Reserve 126,569,264
Exchange Equalisation Reserve 1,228,336
Total Tier II Capital 424,501,787
o  The bank has not issued any Subordinated Term Debt instrument
o Deduction from Tier I
SN Particular Amount (NPR)
a Fictitious Assets 311,634
Investment in excess of limits 5,299,600
c Purchase of Land & Building 150,800,000
Total 156,411,234
o  Total Qualifying Capital
SN Particular Amount (NPR)
a Core Capital (Tier I) 3,409,501,807
b Supplementary Capital (Tier II) 424,501,787
Total Capital Fund (Tier I and Tier II) 3,834,003,594
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Risk Exposures
Risk weighted exposures under each 11 categories of Credit Risk:

SN Categories Amount (NPR)
a Claims on government and central bank -
b Claims on other official entities -
c Claims on banks 1,516,718,398
d Claims on corporate and securities firms 13,072,347,200
e Claims on regulatory retail Portfolio 4,029,039,105
f Claims secured by residential properties 2,670,699,714
g Claims secured by commercial real estate 1,051,106,475
h Past due claims 1,714,244,017
i High risk claims 2,923,558,151
] Other Assets 3,852,413,872
k Off Balance-sheet items 1,149,682,475
Total Risk Weighted Exposures 31,979,809,407

Risk weighted exposures for Credit Risk, Market Risk and Operational Risk:
SN Particular Amount (NPR)

a Risk Weighted Exposure for Credit Risk 31,979,809,407

Risk Weighted Exposure for Operational Risk

Risk Weighted Exposure for Market Risk
Adjustments Under Pillar — IT

Add: 3% of the total RWE due to non compliance to Disclosure

Requirement(6.4a 10)

Add:....% of the total deposit due to in sufficient Liquid Assets(6.4a 6)

Add: 3% of the RWA as per Supervisory Adjustment

2,876,933,400
222,045,088

1,052,363,637

Total Risk Weighted Exposures 36,131,151,532
Total Core Capital to Total Risk Weighted Exposure 9.44%
Total Capital Fund to Total Risk Weighted Exposure 10.61%
Statement of Non Performing Assets (Gross and Net)
SN Particular Amount (NPR) Provision Net NPA
a Restructured - - -
b Sub-standard 484,662,788 121,174,809 363,487,978
c Doubtful 344,385,765 172,298,882 172,086,882
d Loss 1,345,912,309 1,345,912,309 -
Total 2,174,960,861 1,639,386,000 535,574,861
Non Performing Assets Ratios
SN Particular %
a Gross NPA to Gross Loan & Advances 7.33%
b Net NPA to Net Advances 1.93%
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Movement in Non Performing Assets

Amount (NPR)
SN Particular This Year Previous Year Movement
a Restructured - - -
b Sub-standard 484,662,788 71,588,933 413,073,854
c Doubtful 344,385,765 1,169,071,470 (824,685,705)
d Loss 1,345,912,309 2,094,910,142 (748,997,833)
Total 2,174,960,861 3,335,570,545 (1,160,609,684)
Write off of Loans and Interest Suspense
SN Particular Amount (NPR)
a Write off Loans during the Year 426,738,517
b Write off Interest during the Year -
Movement of Loan Loss Provision and Interest Suspense
Amount (NPR)
SN Particular This Year Previous Year Movement
a Loan Loss Provision 1,957,358,297 2,848,176,382 (890,818,085)
b Interest Suspense 476,826,356 455,489,520 21,336,836
Segregation of Investment Portfolio
SN Particular This Year
a Held for Trading -
Held to Maturity 4,296,331,206
Available for Sale 304,640,603
Total Investment 4,600,971,808

Risk Management Function

Risk is the integral component of Banking Operations. Prabhu Bank’s risk management approach is based on framework
of risk identification, risk measurement, risk mitigation and risk monitoring. The Bank has developed written down
policies, manuals, standard operating procedures covering all areas of banking operations to conduct its business. Bank
management put utmost priority on training and human skill enhancement to ensure higher standard of service delivery. It
focuses on use of latest technology and in the meantime, proper implementation of business continuity plan. Appropriate
committees are formed to review the business and associated risks. Major three risks and risk management approaches
adopted by the Bank are briefed below:

Credit Risk

Credit Risk is the possible losses from the non-payment of interest and/or principal by Borrower or debtor as per
the agreed terms of credit sanction. In order to ensure sound credit risk management system, credit risk management
responsibilities in Prabhu Bank are shared to three distinct functions, namely relationship management, credit risk
assessment and credit administration. There has been clear demarcation on the roles and responsibilities of the three
functions.

Credit Risk Assessment Department is independent department headed by Chief Credit Officer, who is also the member
secretary of Credit Risk Management Committee. Committee meets and discusses overall credit risk quarterly, and
provides guidelines when it deems fit.

Operational Risk
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Operational risk is the risk of loss resulting from inadequate internal procedure, breach of laid down procedures, incapable
people and failure of system or adverse external disasters. Prabhu Bank aims to minimize the frequency and impact of
unexpected operational loss by ensuring well defined operational manual and guidelines covering each type of activities,
train the people to ensure smooth delivery of service, check and balance of authority delegation, comprehensive internal
audit and follow up on audit remarks and business continuity plan for possible external disasters.

There is separate department for Operation Risk Management. Operational issues are reviewed by Operational Risk
Management Committee periodically; head of the Operation Management Department is also the member secretary
of Operation Risk Management Committee. Minutes of ORMC is submitted periodically to Comprehensive Risk
Management Committee.

Market and Liquidity Risk

Market risk is the possible losses resulting from the change in interest rate, change in foreign currency exchange rates or
price of commodity or investments. Market risks are arisen from rapidly changing external factors, thus highly sensitive
in banking.

Market risk related issues are reviewed by ALCO (Asset Liability Management Committee) periodically.

The Bank believes on zero tolerance policy on compliance and high level of corporate governance. A full-fledged
compliance department is formed headed by senior manager under direct supervision of Chief Executive to ensure
compliance of regulatory requirements and internal policies.

The audit function is also independent from bank management, this unit focus in development of internal procedures and
checks and control system/procedures. This unit's function is also independent and separate reporting lines, with audit
function reporting directly to Board Level Audit Committee.

The bank has plans for risk diversification of its asset base so as to achieve a better portfolio risk mix and to protect/
enhance the overall on its risk assets. For this purpose, the Bank has to focus in extending small and medium enterprises
(SMEs) business, micro financing business, retail banking and side by side growing the business towards corporate
banking and trade business. The strategic focus of mapping business is gradually reducing high risk assets and increasing
low risk exposures.

In order to mitigate above risks, the Bank has started risk management function by implementing the long term strategic
plan. One of the major objectives of the strategic plan is continuously endeavoring for the managing the risks prudently
and effectively and has developed various risk management policy, introduced risk rating /granting system in the Bank.
The Bank has further prioritized risks management capability building as one of the core functions aiming to position of
itself of as “Prudently Risk Managing Bank”.
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Schedule 35

Comparison of Unaudited and Audited Financial Statement

As on 31 Ashad 2072 (16 July 2015)
NPR in ‘000’

S.N. Particulars AsFl?i:aIrf:i:llldlt . LG p.er A Variance Reasons for Variance
Statement Financial Statement Amount In %
1 Total Capital and Liabilities (1.1 to 1.7) 48,640,676 46,510,126 (2,130,551) )
1.1  Paid up Capital 3,208,885 3,208,885 - -
1.2 Reserves and Surplus 476,926 484,825 7,899 1.66 [P/L Adjustment
1.3 Debentures and Bonds - - - -
1.4 Borrowings 24,831 24,831 - -
1.5 Deposits (at+b) 42,145,236 42,143,974 (1,262) (0.00)
a. Domestic Currency 41,264,352 41,263,090 (1,262) (0.00) |Current a/c adjustment
b. Foreign Currency 880,884 880,884 0 0.00
1.6 Income Tax Liabilities - - -
Dup to LLP & other )
1.7 Other Liabilities 2,784,798 647,610 (2,137,188) | (76.74) %ﬂ%‘é‘fﬁ;‘tﬁ‘ﬁgrﬁl rzg;’ffgi‘ze‘é‘
Financials
2 Total Assets (2.1 to 2.7) 48,640,676 46,510,126 (1,917,117) ®)
2.1 Cash and Bank Balance 9,295,995 9,315,995 20,000 0.22 Regroup with loans &
advances
2.2 Money at Call and Short Notice 1,000,775 1,000,775 - -
2.3 Investments 4,587,499 4,512,976 (74,524) (1.62) Marked to Market &

regroup with other assets

Netting of LLP figure

2.4 Loans and Advances 29,704,723 27,726,157 (1978,565) | (6.66) | feporting inaudited finan-

Loan Loss Provision

2.5 Fixed Assets 1,729,462 1,728,634 (828) (0.05) Depreciation adjustment.
2.6 Non Banking Assets 106,717 ; 106,717 ; Gross amount presented in
unaudited
2.7 Other Assets 2,215,505 2,225,588 10,083 0.46 Regrouped and Income
Tax Liability Increased
3 Profit and Loss Account
3.1 Interest Income 2,813,459 2,814,823 1,364 0.05 | [ntincome adjustment of
investment.
3.2 Interest Expense 1,270,986 1,270,986 - -
A. Net Interest Income (3.1-3.2) 1,542,472 1,543,837 1,364 0.09
3.3 Fees, Commission and Discount 70,339 70,339 - -
3.4 Other Operating Income 189,821 189,821 - -
3.5 Foreign Exchange Gain/Loss (Net) 88,923 88,923 - -
B. Total Operating Income (A+ 3.3+3.4+3.5) 1,891,555 1,892,919 1,364 0.07
3.6 Staff Expenses 495,229 495,229 - -
3.7 Other Operating Expenses 534,990 539,479 (4,489) (0.84) additional exp. Booked
C. Operating Profit Before Provision
(B. - 3.63.7) 861,336 858,211 3,125 0.36
3.8 Provision for Possible Losses 677,398 677,811 (413) 0.06 Provision adjustment.
D. Operating Profit (C. - 3.8) 183,938 180,400 (3,538) 1.92
3.9 Non Operating Income/Expenses (Net) 24,787 24,787 - -
3.10 Write Back of Provision for Possible Loss| 1,821,005 1,809,631 11,374 0.63 Asjustment with LLP
E. Profit from Regular Activities (D.+3.9+3.10) 2,029,730 2,014,818 (14,912) 0.73
311 Extraordinary Income/Expenses (Net) (467,356) (468,379) 1,023 - additional other assets
F. Profit before Bonus and Taxes (E.+3.11) 1,562,374 1,546,439 (13,889) 0.73
3.12  Provision for Staff Bonus (142,034) (140,585) (1,449) - Change in Profit
313 Provision for Tax (384,375) (387,608) (3,233) (0.84) Income Tax Liability
increased
G. Net Profit/Loss (F. -3.12-3.13) 1,035,965 1,018,245 (17,720) il || ECEELLETIE I NEONG

Tax
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